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SUBJECT: Min Tax/Single Tax Due From Group Of Affiliated Entities In Combined
Report
DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTSIMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED February 28, 1997, STILL APPLIES.

X OTHER - See comments below.

SUWARY OF BILL

This bill would provide that, in the case of two or nore entities that file a
conbi ned report in the conputation of their California tax liability, only a
single mnimum franchi se tax shall be due fromthe affiliated entities included
in the conbined report.

SUVMMVARY OF AMENDIVENT

The April 14, 1998, anendnent del eted the | anguage regardi ng reduci ng the m ni mum
franchise tax from $800 to $100, and added the | anguage di scussed in this
anal ysi s.

The Legislative Hi story, Program Hi story/Background and the di scussion of the
minimum franchise tax in Specific Findings in the department’s analysis of the
bill as introduced February 28, 1997, still apply.

Effective Date

This bill would apply to income years beginning on or after January 1, 1998.
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SPECI FI C FI NDI NGS

Existing state | aw provides that a corporation and its related corporations that
conduct activities within and outside of California as a part of a unitary
business are required to file a conbined report to conpute California income
subj ect to tax.

The conbined report is a means to divide the incone of a unitary business anong
the taxing jurisdictions in which the trade or business is conducted. A conbi ned
report is not a “tax return” but merely the name given to the calculations by

which multi-entity unitary businesses apportion income on a geographic basis.

The entire amount of unitary business income of all corporations in the unitary
group (including unitary members with no property, payroll or sales in
California) is aggregated in the combined report.

The combined business income of the unitary group is then apportioned to
California using the apportionment formula. Income apportioned to California is
then further apportioned among the unitary members subject to tax in California.

Current st ate | awprovides that each California taxpayer included in the combined
report must file its own tax return using Form 100. However, some unitary groups

may elect to file a group Form 100 and report the sum of the separate tax

liabilities of the unitary members.

St at e | aw provides that members of a unitary business are taxed individually and
that each affiliate doing business, qualified to do business or incorporated in
California is subject to at least the minimum franchise tax.

St at e | awalso provides that all limited liability partnerships, limited

liability companies not classified as corporations, limited partnerships, real

estate mortgage investment conduits (REMICs), regulated investment companies
(RICs), and real estate investment trusts (REITS) organized as corporations in
this state are subject to a tax equal to the minimum franchise tax.

Thi s bill would provide that in the case of two or more entities that file a
combined report in the computation of their California tax liability, only a
single minimum franchise tax shall be due from the affiliated entities included
in the combined report.

Policy Consideration

A single corporation would pay the same $800 minimum franchise tax as a
combined entity that may have several members enjoying the privilege of
doing business in California.

Implementation Considerations

A combined report is not a tax return, it is a report used by business
entities to calculate each business entity’s California income tax. The tax
liability of each taxpayer is then calculated separately. Itis unclear how
the minimum franchise tax would be paid using the combined report.
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Because the single mninumfranchise tax for two or nore entities that file
a conbi ned report would apply to incone years beginning on or after

January 1, 1998, refunds would need to be nmade to each entity that paid the
m ni rum franchi se tax separate fromthe conbined report. |ssuing these
refunds would create a minor additional workload for the departnent.

QO herwise, inplenenting this bill would require sone changes to existing tax
fornms and instructions and i nformati on systens, which could be acconplished
during the normal annual update.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly impact the department’s costs.

Tax Revenue Estimate

Revenue losses are estimated as follows:

Income Years Beginning After December 31, 1997
Enactment after June 30, 1998

$ Millions
1998-9 1999-0 2000-1
($20) ($13) ($13)

This analysis does not consider the possible changes in employment, personal
income, or gross state product that could result from this measure.

Tax Revenue Discussion

Revenue losses would depend on the number of combined entities that under
current law are subject to the minimum franchise tax.

The above estimates are based on prior year tax return data. Approximately
16,400 corporations would be impacted from this change. These estimates do
not reflect any behavioral impact that might occur as a result of this

change.

BOARD POSITION

Pending.



